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September16, 2003

VIA ELECTRONICFILING

Ms. MarleneH. Dortch
Secretary
FederalCommunicationsCommission
445 Twelfth Street,S. W. — RoomTWB-204
Washington,D. C. 20554

Re: Exparte,CCDocketNo. 96-149,VerizonPetitionfor Forbearancefrom the
Prohibitionof sharingOperating,Installation,andMaintenanceFunctionsUnder
Section53.203(a)(2)ofthe Commission’sRules

DearMs. Dortch:

On Monday,September15, 2003,Aryeh Friedmanandtheundersignedof AT&T and
Dr. Lee Selwyn andHilary Thompson,of EconomicsandTechnology,Inc., metby telephone
with PamelaMegnaandChristi Shewmanof theWirelineCompetitionBureau’sCompetition
Policy Division. The purposeof the meetingwas to discussDr. Selwyn’swritten submissions
in the above-captionedproceedingandVerizon’s August 11,2003 responseto those
arguments.Theattacheddocumentprovidesasummaryof thetopicsdiscussedandwas
distributedvia electronicmail to the Commissionstaffon the call.

Consistentwith Section1.1206of the Commission’srules, I amfiling oneelectronic
copyof this noticeandrequestthatyouplace it in the recordof theabove-captioned
proceeding.

Sincerely,

ATTACHMENT

cc: W. Dever
P. Megna
C. Shewman
R. Tanner
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OI&M FunctionsUnderSection53.203(a)(2)of the Commission’sRules

Verizon has not demonstratedthat OI&M integration will result in any net savings in
resourcesused.

• In fact, Verizon’scharacterizationoftheFCC’s affiliate transactionrulesasbeing“based
on fully distributedcostprinciples”underscorestheconcernabouthowGM intendsto
“pay” the VerizonBOCsfor OI&M servicesthattheBOC would provideif Verizon’s
forbearancepetition is granted.

• Section272 Affiliate transactionsaresupposedto bebasedupon“arm’s length”
principlesrequiringthattheBOC ILEC realizethefull marketvalueoftheservice
provided,notmerelythat it be reimbursedfor its costs. Verizonandthe otherBOCshave
flauntedthis requirementby exploitingthe“prevailingcompanyprice” loopholefor
virtually all affiliate transactions,ensuringthattheBOC neverreceivesfull andfair
marketvaluefor theservicesit provides.

• Verizon’suseofthe “prevailingcompanyprice” loopholeis premiseduponits
representationthat all servicesbeingfurnishedto a Sec.272 affiliate will be offeredand
availableon anondiscriminatorybasisto nonaffiliatedfirms.

• Verizon’sclaimsthatit will provideOI&M servicesto unaffiliatedentitieson a
nondiscriminatorybasisaredisingenuousconsideringthat Verizonregularlystructuresits
affiliate transactionssuchthat, asapracticalmatter,only theVerizonaffiliate is capable
ofusing the serviceor qualifying for the lowestprice. For example,its Section272(b)
postingregardingbilling andcollectionofferslargediscountsto “any” purchaserofthese
servicesthat provides85%ofits totalVerizon enduserbilling to Verizonfor
processing.’Theonly entity that would typically qualify for thisdiscountis, of course,
VerizonLongDistance.

• Verizonassertsthat it “would file CostAllocation Manual(‘CAM’) changes”using time
reportingcodes“to be createdanddefined” (see,VerizonJune24, 2003 exparteat 4)
and “new non-regulatedcostpoolsasnecessary”that shouldallay any fearthat it “would
violatethe Commission’sPart 64 costallocationrulesby failing to allocateBOC OI&M
expensesto the section272 affiliatesat fully distributedcost. Verizon August 11, 2003 cx
parte at 3. But thepossibility ofundefinedcostsandpossiblenewcostpoolswould not
helpto detector deterany costmisallocationby Verizon. ARMIS reportssimply reporta
regulated/non-regulatedsplit, anddo not lend themselvesto tracingbackspecific
expenses.Moreoverlater, after-the-factauditsareinsufficientto detercurrent
misallocation.

‘See,http:!/www.verizonld.com/PDFs/arn06bsarates08-04-03.pdf.
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Verizon is unclearasto whether the GNI OSSfunctions will be provided by BOC
personnelusing GNI OSS,or through modifications to the BOC’s OSS.

• Verizonappearsto havetold theFCCstaffthat BOC personnelwill continueto utilize
GM’s OSS.

• However,in theJune4 exparteAttachment3 at5, note4, Verizonstatesthat if the
Petitionis grantedGNI will thenavoid the costof purchasingsoftwareandhardware
updatesfor its OSS. But if GM ceasespurchasingsoftwareandhardwareupdatesfor
GM’s OSS,that implies that GM intendsto abandonits OSSand rely insteadsolely
upontheBOC’s systems.

• After yearsofclaiming thatit wasimpracticalfor Verizonto grantothersaccessto the
BOC’s OSS,Verizonapparentlynow intendsto give GM accessto its BOC OSSif it is
no longersubjectto OI&M separation.This would thenrequirethattheVerizonBOCs
afford directaccessto theirOSSto nonaffihiatedCLECsandIXCs, somethingthatthey
havelong insistedcannotbe done— andwhich theyhavenotexplainedhow it will be
doneif theforbearancepetition is granted.

Verizon has alwaysbeenfree to contract with any number of unaffihiated entities for many
of the OI&M servicesthat it now seeksto “purchase” from the BOC.

• For example,Verizon could havecontractedwith any numberofother “call center”
serviceprovidersfor backoffice operatorservices,andtherebyavoidedthecostof
building theAltoonaandWorcesteroperatorservicefacilities thatit claimswasmade
necessaryspecificallybecauseofthe OI&M separationrequirement.

• However,suchacontractwould havebeenatruearm’s lengthtransaction,andwould
thereforealmostcertainlyrepresentan out ofpocketcostto Verizonhigherthanthe fully
distributedcostVerizon intendsto chargeitself.

• Hence,the“savings” thatVerizonnow claimswill resultfrom OI&M integrationis, in
reality, primarily if not solelyattributableto the fact thatits “prevailingcompanyprice”
transferpricewill be well belowthe fair marketvalueoftheservicesthattheBOC will
be providing to theSec.272 affiliates.

Verizon’s intentions regarding the expansionor overextensionof the BOC workforce are
not clear.

• Verizon’snewestclaim is that it doesnot assumean “absorptionwithout incurring
additional cost” of GNI work by BOCemployees.However,this assertionis beliedby
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statementssuchas, “[t]his over-dependenceon vendor-suppliedlaborwould not have
beennecessaryif Verizoncould haveusedBOC personnel,which hadboththenecessary
skill setsaswell astheubiquitouspresenceto performOI&M servicesfor GNI on an as-
neededbasis” (HowardSupplementalDeclaration,at 3).

Importantly, it wasVerizon,not AT&T, that had first raisedthe notionof“absorption”of
the GNI requirementswithin BOC workforces:

June24 ex parteat 7:

“ProfessionalServices— ... Furthermore,thereareenoughlocal exchangecarrier
technicianin geographicareaswhereGNI built its HubsandPOPs thattheworkcouldbe
absorbedby theexistingstaffof localexchangecarrier technicians(GNI employees34
technicianscomparedto thousandsemployedby the local exchangecarrier).” Emphasis
supplied.

“BackOffice — ... theexisting local exchangecarrier611 centers(CustomerRepair
ServiceAnsweringBureau,or CRSAB) cando thesamething andtheyare sufficiently
large to absorb the incrementalwork. Theexisting local exchangecarrierRecent
ChangeAdministrationCenter,or RCMAC, is likewiseableandsufficientlylarge to
absorbthe incrementalmanualprovisioningof longdistanceorders.” Emphasis
supplied.

Verizon’s claim that the existenceof price cap regulation removesits incentivesto cross-
subsidizeits Sec.272 affiliates is patently false.

CALLSis not “pureprice caps”asVerizonclaims. However,evenif it were, Verizon
would still haveapowerful incentiveto shift costsoutofits longdistanceaffiliates soas
to enhancetheirability to competewith nonintegratedrivals.

CALLSis set to expire— andto be reviewedandperhapsreplaced— in 2005, Indeed,
whentheCALLSplanwasadoptedby theFCC, theCommissionspecificallyexpressed
theexpectationthatby 2005:

“. .increasedcompetitionwill serveto constrainaccessratesin the later yearsofthe
CALLS ProposalasX-factor reductionsarephasedout. We believethat marketforces,
insteadofregulatoryprescription,shouldbeusedto constrainpriceswheneverpossible.
As competitorsutilizing a rangeoftechnologies,includingcable,cellular,MMDS and
LMDS, continueto enterthe local exchangemarket,weexpectthat rateswill continueto
decrease...Therefore,the significantup-frontreductionscoupledwith increased
competitionultimatelyshouldresultin accesschargesthat arecomparableto thosethat
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would beachievedunderout currentpricecapsystemoverthe five-yeartermofthe
CALLS Proposal.Furthermore,afterthefive yeartermwecanre-examinetheissueto
determinewhethercompetitionhasemergedto constrainrateseffectively.”2

That,of course,hasnot happened,andis unlikely to happenby 2005.

AlthoughVerizonwould like to relegateto mere“speculation”the issueofCommission
reviewof pricecapsand ofCALLS,with theexpirationofCALLSandan accessmarket
thatis still far from beingcompetitive,the Commissionwill necessarilyhaveto consider
thefutureof accesschargesandofpricecapregulationgenerally. If Verizon is ableto
loadcostsontoits ILECs, thosecosts(if not detectedandeliminated)could thenbeused
to supportahigher overallILEC accesschargeratelevel anda lessonerous(from
Verizon’sperspective)priceadjustmentmechanismundera reexaminationofCALLS
andpossiblereinitializationofaccesschargesat the 11.25%ILEC authorizedrateof
return.

2AccessChargeReform,CC DocketNo. 96-262,SixthReportandOrder, CC DocketNos. 96-262and94-1,Report

andOrder, CC DocketNo. 99-249,EleventhReportandOrder, CC DocketNo. 96-45, 15 FCCRcd 12962,13031
(2000).
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